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Students’ Department
Edited by H. A. Finney
Several requests have been received for a solution of the following problem,
which involves a number of interesting points in consolidations.

PROBLEM
The Holding Company, a corporation organized under the laws of the state
of Ohio, owns the entire common stock of The Manufacturing Company, 2,000
shares of its preferred stock and 60% of the common stock of The Steel Com
pany.
The common stock of the subsidiary companies was acquired by the ex
change of shares of The Holding Company as follows:

40,000 shares ($4,000,000) common stock of the Holding Company were
exchanged for 10,000 shares of The Manufacturing Company’s common
stock, having a par value of $1,000,000 and a book value of $150 per
share or $1,500,000.
22,500 shares ($2,250,000) common stock of The Holding Company were
exchanged for 4,500 shares of The Steel Company’s common stock, hav
ing a par value of $450,000 and a book value of $125 per share or
$562,500.
The stocks so acquired have been entered on the books of The Holding Com
pany at the par value of The Holding Company’s capital stock issued in ex
change for same.
Subsequently stock dividends were received on these stocks as follows:
The Steel Co.—33⅓% on Oct. I, 1923, or $150,000 par value.
The Manfg. Co.—50% on June 30, 1923, or $500,000 par value.
No entry has been made on the books of The Holding Company for these
stock dividends.
On July 1, 1923, The Holding Company purchased 2,000 shares, par value
$200,000 of the preferred stock of The Manufacturing Company, ex-dividend,
at face value.
The Holding Company also owns the following securities:
$250,000 par value 6% bonds—The Manufacturing Company, purchased
at par value.
$1,000,000 par value 6% bonds—The Steel Company, purchased at 95
and carry same at cost.
$100,000 face value note of The Manufacturing Company, dated Novem
ber 1, 1923, at 6% interest.
No accrued interest has been provided for on the books of The Holding Com
pany at December 31, 1923, on the following:
$250,000 bonds—6 mos......................................@
6%
1,000,000 bonds—3 mos................................... @
6%
100,000 Note Rec.—2 mos............................... @
6%
The Holding Company has outstanding its collateral notes dated October 1,
1923, at 6%, amounting to $1,250,000, secured by the pledge of the $250,000
par value of bonds of The Manufacturing Company, $1,000,000 par value of
bonds of The Steel Company, and $200,000 par value of the preferred shares of
The Manufacturing Company.
No accrued interest has been provided on the books of The Holding Com
pany on the $1,250,000 of collateral notes. Interest at 6% for 3 months.
The Holding Company has outstanding its note payable of $300,000, upon
which the interest at 6% has been paid in advance from December 31, 1923, to
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March 1, 1924, the due date. No prepaid interest has been provided for on
the books of The Holding Company for this item.
A dividend of 3% on the outstanding capital stock was declared by the di
rectors of The Holding Company on December 27, 1923, payable on January
15, 1924. No liability for such declaration was entered on the books at De
cember 31,1923.
The Manufacturing Company and The Steel Company have unpaid divi
dends at December 31, 1923, but the proportion of such unpaid dividends has
not been taken up on the books of The Holding Company. The proportions
accruing to The Holding Company are as follows:

The Manufacturing Company—
15,000 shares Common—10%..............................................
$150,000
2,000 shares Preferred—7%...................................................
7,000
(6 mos. to Dec. 31, 1923.)
The Steel Company—
6,000 shares Common—10%................................................
60,000
Total........................................................................................

$217,000

The Manufacturing Company purchases a portion of its raw material from
The Steel Company at regular sales prices, which gives that company a net
profit of 15% on these sales and at December 31, 1923, there was included in
the inventory of The Manufacturing Company, material thus purchased as
follows:

Raw Material....................................
In Process and Finished merchandise.........................................

Total..........................

$326,900
126,300

$453,200

You are given the post-closing trial balances of The Manufacturing Company
and The Steel Company, and the pre-closing trial balance of The Holding
Company, all of which have been audited by you. After providing for all
accruals and prepayments mentioned, you are required:
First. To make, from the information given, the adjustments necessary to
close the books of The Holding Company and prepare a balance-sheet and sur
plus account of that company. (No adjustment or accrual of taxes need be
made.)
Second. To prepare a consolidated balance-sheet and surplus account of
The Holding Company and its subsidiaries, showing the equitable interest of
the minority shareholders.
Third. To submit your working sheets.

Post-Closing Trial Balance
December 31, 1923

Manufacturing Co.
Dr.
Cr.
Accounts receivable:
Customers........
The Manufacturing
Co..........................
Accounts payable:
Purchasers, etc........
The Steel Co.............
Allowance for doubtful
accounts...............
Accrued interest, taxes,
etc..........................
Bonded debt................

The Steel Company
Dr.
Cr.
$537,116

$729,867

126,721

$447,808
126,721
15,474
24,214
250,000
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$409,962
2,500

33,735
1,000,000
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Buildings......................
Capital stock — com
mon .......................
Capital stock—7% pre
ferred ....................
Cash.............................
Cash, unexpended pro
ceeds from bond is
sue.........................
Discount on bonds.. ..
Inventory—raw mate
rial.........................
Inventory — finished
and process..............
Jigs, dies and tools. . . .
Land.............................
Machinery and equip
ment .....................
Notes payable..............
Notes receivable..........
New plant site—un
completed.............
Office furniture and
fixtures.....................
Prepaid insurance, int.,
etc..............................
Reserve for accidents
and insurance..........
Reserve for deprecia
tion ........................
Dividends payable Jan.
1, 1924......................
Surplus.........................

1,000,000

426,603

198,985

293,895
49,375
754,618

308,347

358,392
225,044
264,770

285,298

73,431

1,037,266

564,549

325,000
71,306

260,000

50,813

656,105

8,096

21,604
17,512

26,594

/

28,875

Analysis

of

141,012

64,235

185,000
301,778

100,000
551,940

$4,345,882

$3,422,372

$3,422,372

Surplus Account
Cr.
$743,787
477,991

Dr.

Balance Jan. 1,1923...
Net profit for year 1923
Less Dividends—
6-30-23 Pfd. stock
cash........
Com. stock
cash........
Com. stock
in stock..
10- 1-23 Com. stock
in stock..
12-31-23 Pfd. stock
cash........
Com. stock
cash........

$1,000,000

$1,500,000

$4,345,882

Total.....................

The Steel Company
Dr.
Cr.
$243,047

Manufacturing Co.
Dr.
Cr.
$438,900

Dr.

Cr.
$448,670
565,770

$35,ooo

200,000

$112,500

500,000

250,000
35,ooo

150,000

100,000

Total.....................
Balance, Dec. 31, 1923

$920,000
301,778

$462,500
551,940

Total.....................

$1,221,778

$1,221,778
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Pre-Closing Trial Balance
The Holding Company
December 31, 1923

Dr.

Bonds owned:
The Manufacturing Company..........................
The Steel Company (Note A)..........................
Cash.............................................................................
Collateral trust notes.................................................
(Secured by deposit of bonds and preferred
stock)...........................................................
Capital Stock authorized..........................................
Capital stock unissued..............................................
Investments:
Common stock—The Manufacturing Co............
Common stock—The Steel Company.............
Preferred stock—The Manufacturing Co.......
Notes payable............................................................
Notes receivable—The Manufacturing Co.............
Surplus........................................................................
Dividends received....................................................
Dividends paid July 1st—3%..................................
Administrative expenses...........................................
Taxes paid....................................... .........................
Interest received on obligations of The Manufac
turing Company.....................................................
Interest paid...............................................................

4,000,000
2,250,000
200,000

Total....................................................................

$9,393,950

Cr.

$250,000
950,625
162,240

$1,250,000
7,500,000

1,250,000

300,000
100,000
63,950
267,500

187,500
15,100
14,985

12,500

13,500
$9,393,950

(Note A)—Includes cost of bonds, $950,000, plus $625, representing portion
of discount on 20 year bonds amortized for three months, the even amount
of $625 being used for convenience as the correct amount for this period.
SOLUTION

The first requirement of the problem is to prepare adjusting journal entries
for The Holding Company’s books preparatory to setting up a balance-sheet
and surplus account for that company.
A holding company has the option of carrying its stock investments in sub
sidiary companies at cost (and taking up dividends as income), or of taking up
its share of the subsidiary profits as income and treating dividends as a reduc
tion of the investment. This holding company has elected to follow the first
procedure, and its balance-sheet at December 31, 1923 will therefore be pre
pared in accordance with its practice.
It is to be noted, however, that this practice does not result in a showing of a
surplus in the holding company’s balance-sheet which truly reflects the holding
company’s income from the ownership of the subsidiary, because the dividends
declared by the subsidiary subsequently to the acquisition of the stock by the
holding company may be, and almost invariably are, greater or less than the
profits earned during the same period. Hence if the holding company follows
the practice of carrying its investments in stock at cost, its surplus is not a true
measure of its accumulated earnings. This fact can be clearly seen by com
paring the surplus shown in the holding company’s balance-sheet (not con
solidated) with the surplus shown in the consolidated balance-sheet. The
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surplus in the consolidated balance-sheet is a true statement of surplus because
it includes the correct amount of the holding company’s earnings from the
investments in subsidiaries.
In order to bring out this point clearly, it seems advisable for purposes of
this article (although it would not be done in an examination) to also prepare
a balance-sheet of the holding company giving effect to subsidiary profits as
an addition to the holding company’s surplus and investment accounts, and
giving effect to subsidiary dividends as a deduction from the investment ac
counts. The solution will therefore consist of the following:
Working papers, adjusting entries and balance-sheet of the holding com
pany alone, on the basis of carrying the investment accounts at cost.
Consolidated working papers and balance-sheet, using the balance-sheet of
the holding company in which the investments are carried at cost.
Consolidated surplus statement.
Working papers to adjust the holding company’s accounts for the prepara
tion of a balance-sheet of the holding company alone including in its
surplus its share of the earnings of the subsidiary; combined with con
solidated working papers showing the method of preparing a consoli
dated balance-sheet when the holding company takes up its share of
subsidiary earnings.
Balance-sheet of the holding company alone, showing the same surplus
as in the consolidated balance-sheet, as a result of adjusting the holding
company’s accounts to take up its proportions of subsidiary earnings.

Following are the working papers for the preparation of the balance-sheet of
the holding company alone, in which the investments are carried at cost. The
adjustments are keyed to the journal entries, which are required by the prob
lem, and which follow the working papers:

Adjusting Journal Entries
Holding Company’s Books—December 31, 1923
A—Accrued interest receivable................................
$7,500.00
Interest on obligations of Mfg. Co............
$7,500.00
Accrued interest for 6 months at 6% on
$250,000 of bonds.
B—Accrued interest receivable................................
15,000.00
Interest on obligations of Steel Co........
15,000.00
Accrued interest for 3 months at 6% on
$1,000,000 of bonds.
C—Accrued interest receivable................................
1,000.00
Interest on obligations of Mfg. Co............
1,000.00
Accrued interest for 2 months at 6% on
$100,000 note receivable.
D—Interest paid........................................................
18,750.00
Accrued interest payable.............
18,750.00
Accrued interest at 6% for 3 months on
$1,250,000 of collateral notes.
E—Prepaid interest...................................................
3,000.00
Interest paid.................................
3,000.00
Prepaid interest at 6% on note payable of
$300,000 from December 31, 1923 to March
1, 1924.
F—Dividends declared, Dec. 27..............................
187,500.00
Dividends payable.......................
187,500.00
Dividends of 3% declared December 27,
1923, payable January 15, 1924.
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Trial Balance
Adjustments
Bonds owned— The Manufacturing
Company .....................................
$250,000
950,625
Bonds owned— The Steel Company
162,240
Cash .....................................................
$1,250,000
Collateral trust notes .........................
7,500,000
Capital stock authorized...................
Capital stock unissued....................... 1,250,000
Investments........................................
Common stock — The Manufac
turing Company .........
4,000,000
Common stock— The Steel Com 
pany .............................
2,250,000
Preferred stock— The Manufac
turing Company .........
200,000
300,000
Notes payable ....................................
Notes receivable— The Manufactur
ing Company ..............................
100,000
Surplus................................................
63,950
267,500
$217,000 G
Dividends received (and receivable)
187,500
$187,500 F
Dividends paid (and payable) ..........
15,100
Administrative expenses....................
Taxes paid ..........................................
14,985
7,5oo A
12,500
Interest on obligations of Mfg. C o. . .
1,000 C
3,000 E
13,500
18,750 D
Interest paid .......................................
Accrued interest receivable— Mfg.
7,500 A
Co. bonds ....................................
Accrued interest receivable— Steel
15,000 B
Co. bonds ....................................

December 31, 1923

at

C ost
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29,250

$15,100
14,985
21,000

$484,500

Profit and Loss

T he H olding Company
B alance-sheet W orking P apers— I nvestments C arried

15,000

7,5oo

375,000 S

100,000

200,000

2,250,000

4,000,000

1,250,000

$250,000
950,625
162,240

63,950 S

300,000

$1,250,000
7,500,000

Balance-sheet
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Interest on obligations of Steel C o. . .
Accrued interest receivable— Mfg.
Co. note ...........................................
Accrued interest payable— collateral
notes ................................................
Prepaid interest..................................
Dividends payable .............................
Dividends receivable— Mfg. Co. com
mon ..............................................
Dividends receivable— Mfg. Co. pre
ferred ...............................................
Dividends receivable— Steel Co .......
Net profit............................................
$9,393,950 $9,393,950 $449,750

7,000 G
60,000 G

150,000 G

3,ooo E

1,000 C

$449,750

187,500

F

18,750 D

15,000 B

7,000
60,000

150,000

3 ,000

1,000

$520,500 $520,500 $9,781,365

461,165

15,000

$9,781,365

461,165 S

187,500

18,750
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G—Dividends receivable—Mfg. Co. common........ $150,000.00
7,000.00
Dividends receivable—Mfg. Co. preferred....
60,000.00
Dividends receivable—Steel Co..................
$217,000.00
Subsidiary dividend income.......................
To record holding company’s portions of
subsidiary dividends declared prior to De
cember 31, 1923.

The Holding Company
Balance-sheet—December 31, 1923
ASSETS

Current Assets:
Cash.....................................................................
$162,240
Notes receivable—the Manufacturing Com
pany .............................................................
100,000
Accrued interestreceivable................................
23,500
Dividends receivable.........................................
217,000
----------------Investments in Subsidiary Companies:
Bonds:
Manufacturing Company, 6%, par value
and cost...................................................
$250,000
Steel Company, 6%, par value $1,000,000;
cost plus amortized discount................
950,625
Stock:
Manufacturing Company common—100%
interest, 15,000 shares, par value $1,500,000; cost..................................................
4,000,000
Manufacturing Company preferred—20%
interest, 2,000 shares, par value and cost
200,000
Steel Company common—60% interest,
6,000 shares, par value $600,000; cost.... 2,250,000
----------------Deferred Charges:
Prepaid interest..........................................

$502,740

7,650,625
3,000
$8,156,365

LIABILITIES

Current Liabilities:
Notes payable....................................................
Dividends payable.............................................
Accrued interest.................................................

$300,000
187,500
18,750
-----------------

Fixed Liabilities:
Collateral trust notes, 6%, dated October 1,
1923, secured by pledge of $250,000 par
value of bonds of The Manufacturing Com
pany, $1,000,000 par value of bonds of The
Steel Company, and $200,000 par value of
preferred stock of The Manufacturing Com
pany.............................................................
Capital:
Capital stock:
Authorized..................................................
$7,500,000
Less unissued..................................................
1,250,000

Outstanding....................................................
Surplus................................................................
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$6,250,000
150,115
—--------------

$506,250

1,250,000

6,400,115
$8,156,365
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The Holding Company
Statement of Surplus Account for the Year Ended December 31, 1923
Balance, January 1, 1923.................................................
$63,950
Net profit and income for the year.................................
461,165
Total................................................................................
Less dividends:
Paid July 1, 1923.......................................................
Declared December 27, 1923....................................

$525,115
$187,500
187,500
--------------

Balance—December 31, 1923..............................................................

375,ooo
$150,115

Attention is directed to the amount of surplus shown by the holding com
pany’s books on the basis of carrying the stock investments at cost and taking
up as income only the dividends received, and to the larger amount of surplus
shown in the consolidated balance-sheet, and in the balance-sheet of the holding
company alone prepared on the basis of the holding company’s taking up its
proportion of the earnings of the subsidiary.
Following are the working papers for the preparation of a consolidated bal
ance-sheet, using the foregoing balance-sheet of the holding company:

Key

to

Eliminations

A—Par of Manufacturing Company common stock eliminated from the
investment account and from the subsidiary’s capital stock account.
Note 1
B—Par of Manufacturing Company common stock received as a dividend
eliminated from the investment account and from the subsidiary’s
stock account. As the book value of the original purchase was 150
per share at the date of acquisition, the elimination of $1,500,000 par
of stock eliminates the entire book value as of the date of acquisition,
and leaves a remainder representing the goodwill in the stock pur
chase. As $500,000 of the surplus has been transferred to the sub
sidiary’s capital-stock account by the issue of the stock dividend, and as
this $500,000 has been eliminated from the subsidiary’s capital
stock account, it is not necessary to make any elimination from the
subsidiary’s surplus.
C—Par of Steel Company common stock eliminated from the investment
account and from the subsidiary’s capital-stock account.
D—Par of Steel Company common stock received as a dividend eliminated
from the investment account and from the subsidiary’s stock account.

Note 2
E—It was necessary to eliminate the par of the stock dividend from the
subsidiary’s capital-stock account, and hence from the investment
account. But the subsidiary’s surplus at the date of acquisition was
only $187,500, and 60% of this amount is $112,500, the amount of
surplus applicable to the purchased stock. Hence, since an elimina
tion of $150,000 was made from the investment account for the par
of the stock dividend, a credit must be made in the elimination column
for $37,500, the excess of the stock dividend elimination over the
$112,500 surplus at acquisition.

Note 3 F—Par of preferred stock eliminated from investment account and sub
sidiary capital-stock account. If the preferred stock were partici-
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Bonds owned:
The Manufacturing Company .............................................
The Steel Company ...............................................................
Cash .............................................................
Cash— unexpended proceeds from bond issue............................
Capital stock unissued..................................................................
Investments:
Common Stock — The Manufacturing Company— 100% .
Eliminate book value at acquisition :
Par of stock originally purchased................................
Par of stock dividend (Note 1) ....................................
Goodwill..............................................................................
Common Stock — The Steel Company— 60% .....................
Eliminate book value at acquisition:
Par of stock originally purchased............................
Par of stock dividend (Note 2) ....................................
Surplus .............................................................................
Goodwill..............................................................................
Preferred stock— Manufacturing Company.......................
Eliminate (Note 3) ............................................................
Notes Receivable— The Manufacturing Company ...................
Accrued interest receivable— Mfg. Co. bonds............................
Accrued interest receivable— Steel Co. bonds............................
Accrued interest receivable— Mfg. Co. notes receivable..........
Prepaid interest..............................................................................
Dividends receivable— Mfg. Co. common..................................
Dividends receivable— Mfg. Co. preferred.................................

Assets
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100,000
7,500
15,000
1,000
3,000
150,000
7,000

200,000

2,250,000

4,000,000

1,250,000

162,240

$250,000
950,625

Holding
Company

December 31, 1923

$426,603

Company

Manufactoring

$198,985
293,895

Steel
Company

C ost

1,000,000 A
500,000 B

$250,000 G
950,625 I

Eliminations

at

K

F

150,000 M
7,000 N

7,500 H
15,000 J
1,000 L

200,000
100,000

450,000 C
150,000 D
37,500 E*

H olding Company and Subsidiaries
C onsolidated Balance-sheet W orking P apers—Stock I nvestments C arried

3,000

1,687,500 G

2,500,000 G

$787,828
293,895
1,250,000

C. B. S.
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Machinery and equipment...........................................................
Notes receivable.............................................................................
New plant site uncompleted (Note 6) ........................................
Office furniture and fixtures.........................................................
Prepaid insurance, interest, etc ...................................................

Land ........................ ........................................................................

Dividends receivable— Steel Co. common..................................
Accounts receivable— customers..................................................
Accounts receivable— The Mfg. Co .............................................
Buildings.................... ...................................................................
Inventory— raw material..............................................................
Inventory— finished and in process............................................
Discount on bonds.........................................................................
Jigs, Dies and tools ........................................................................

$9,406,365

60,000

438,900

$4,345,882

17,512

21,604

225,044
264,770
1,037,266
71,306

358,392

$3,422,372

26,594

8,096

73,431
564,549
50,813
656,105

308,347
285,298
49,375

126,721
243,047

754,618

537,116

729,867

$3,979,721

49,375 I

126,721P

60,000O

$13,194,898

29,700
44,106

1,601,815
122,119
656,105

225,044
338,201

681,947
1,062,965
643,690

1,266,983
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Holding
Company

Manu
facturing
Company
Steel
Company

C ost

Eliminations

at

Collateral trust notes..................................................................... $1,250,000
Capital stock:
Holding Company ..................................................................
7,500,000
$1,500,000
Manufacturing Company— common...................................
Eliminate holding company’s holdings:
$1,000,000 A
Original purchase...........................................................
500,000 B
Stock dividend (See Note 1) ........................................
$1,000,000
Steel Company— common.....................................................
Eliminate holding company’s holdings:
450,000 C
Original purchase...........................................................
150,000 D
Stock dividend (See Note 2) .........................................
Minority interest................................................................
1,000,000
200,000 F
Manufacturing Company— preferred (See Note 3) ...........
Accrued interest payable — collateral notes ................................
18,750
Dividends payable:
187,500
Holding Company ..................................................................
150,000 M
185,000
Manufacturing Company ......................................................
7,000 N
60,000 O
100,000
Steel Company .......................................................................
447,808
409,962
Accounts payable ...........................................................................
126,721
126,721 P
Accounts payable to Steel Co .......................................................
2,500
Allowance for doubtful accounts .................................................
15,474
Accrued Interest, taxes, etc. :
7,500 H
Manufacturing Company ......................................................
24,214
1,000 L
15,000 J
Steel Company .......................................................................
33,735

Liabilities

December 31, 1923

H olding C ompany and Subsidiaries
C onsolidated Balance-sheet W orking P apers (Continued)—Stock I nvestments Carried

B. S.
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18,735

15,714

17,974

40,000
857,770

28,000

187,500

18,750

400,000 M
800,000 M

7,500,000

$1,250,000

C.
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150,11 5

300,000

301,778

141,012

325,000
28,875

250,000

55 1,940

64,235

1,000,000
260,000

$9,406,365
$4,345,882

$3,422,372

Holding Company’s share of earnings since acquisition
(See Note 5) ...............................................................

Bonded debt:
Manufacturing Company ..............................................
Steel Company ...............................................................
Notes payable .................................................................................
Reserve for accidents and insurance...........................................
Reserve for depreciation...............................................................
Surplus:
Holding Company ..........................................................
Reserve for inter-company profit in inventories
60% of 15% of $453,200 (See Note 4) ........
Remainder..............................................................
Manufacturing Company (See Note 1) ......................
Steel Company...............................................................
Minority interest— 40% of present surplus....................
Eliminate holding company’s 60% of surplus
of $187,500 at acquisition....................
$112,500
Less stock dividend eliminated from capi
tal stock (See Note 2) ........................
150,000
250,000 G

K

$3,979,721

37,500 E*

100,000

1,000,000 I

$13,194,898

368,664 S

220,776 M

40,788
109,327 S
301,778 S

28,875
205,247

785,000
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pating it would be necessary to allocate a portion of the surplus to the
preferred stock, but the fact that the preferred stock has received
only 7% dividends while the common stock has received dividends at
a higher rate indicates that the preferred stock is non-participating.
G—Bonds of the Manufacturing Company eliminated from the asset and
liability accounts.
H—Accrued interest on Manufacturing Company bonds eliminated.
I—Holding Company’s investment in bonds of the Steel Company, $950,625,
eliminated against the carrying value of the liability on the subsidiary’s
books (par of bonds $1,000,000 less discount $49,375).
J—Accrued interest on Steel Company bonds eliminated.
K—Notes receivable of the Manufacturing Company eliminated.
L—Accrued interest on above notes eliminated.
M—Dividends receivable from Manufacturing Company eliminated.
N—Dividends receivable from Manufacturing Company eliminated.
O—Dividends receivable from Steel Company eliminated.
P—Liability of Manufacturing Company to Steel Company eliminated.
Note 4

Since the Holding Company owns only 60% of the stock of the Steel Com
pany (which makes a profit on sales to the Manufacturing Company, the
reserve set up for inter-company profits in inventories is only 60% of the
total unrealized profit. Many accountants would set up a reserve for 100%
of the unrealized inter-company profit, but since the holding company
takes up only 60% of the Steel Company profit in the consolidated surplus,
it takes up only 60% of this unrealized profit, and it does not seem to the
present writer to be proper to take out of the consolidated surplus a larger
amount of profit than the holding company takes up.
Note 5

The holding company’s share of earnings from the Steel Company, $368,664,
may be proved as follows:
Present surplus of the subsidiary................................................. $551,940
Add surplus transferred to capital stock by payment of stock
dividend subsequently to date of acquisition of stock by
holding company....................................................................
250,000

Total................................................................................................
Deduct surplus of subsidiary at date of original purchase of
stock.........................................................................................

$801,940
187,500

Excess of earnings of subsidiary since date of acquisition over
amount of cash dividends...................................................... $614,440
Multiply by per cent of stock owned..........................................
60%

Holding company’s share of subsidiary profits not transferred
to holding company as dividends......................................... $368,664
Note 6
The cost of the uncompleted plant site is the exact difference between the
amount of cash received from the bonds (par less discount) and the unex
pended cash. Hence it is apparent that the property account has not been
charged with any of the interest or amortized discount on the bonds. If
this had been done a question would have arisen as to the necessity of
creating a reserve for inter-company profit on construction, as the interest
which would thus have been capitalized would have been taken up as
income by the holding company, which owned the bonds.
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The Holding Company

and

Subsidiaries

Consolidated Balance-sheet—December 31, 1923
ASSETS

Current assets:
Cash.........................................................
$787,828
Unexpendedproceeds from bond issue
293,895
Notes receivable.....................................
122,119
Accounts receivable.................................. $1,266,983
Less allowance for doubtful accounts
17,974
- 1,249,009
Inventories:
Raw material.........................................$1,062,965
Finished and in process...................
643,690

Total...................................................$1,706,655
Less reserve forinter-company profit
40,788
-------------- 1,665,867
Fixed assets:
----------- $4,118,718
Land........................................
$338,201
Buildings................................ $681,947
Machinery and equipment .. 1,601,815
Jigs, dies and tools.................
225,044
Office furniture and fixtures
29,700
-------------- $2,538,506
Less reserve for depreciation................
205,247
-------------$2,333,259
New plant site—uncompleted...............
656,105
----------3,327,565
Goodwill...........................................................
4,187,500
Deferred charges:
Prepaid insurance, interest, etc.......

47,106
$11,680,889

LIABILITIES

Current liabilities:
Accounts payable............................
Notes payable.........................................
Accrued interest, taxes, etc...................
Dividends payable.................................

$857,770
785,000
53,199
255,500
-----------

Fixed liabilities:
Collateral trust notes, 6%, dated October 1, 1923, secured by
pledge of $250,000 par value of bonds of The Manufactur
ing Company, $1,000,000 par value of bonds of The Steel
Company, and $200,000 par value of preferred stock of
The Manufacturing Company...................................
Reserve for accidents and insurance....................................................
Stock
Surplus
Total
Minority interests:
Manufacturing Company. . $800,000
$800,000
Steel Company....................
400,000 $220,776 620,776

$1,951,469

1,250,000
28,875

1,420,776

Total................................... $1,200,000
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Capital:
Capital stock:
Authorized......................................... $7,500,000
Less unissued...................................... 1,250,000
------------ $6,250,000
Surplus.....................................................
779,769

$7,029,769
$11,680,889

The Holding Company

and Subsidiaries, The Manufacturing
and The Steel Company

Company

Consolidated Surplus Statement for the Year Ended December 31, 1923
Balance, January 1, 1923:
Holding Company......................................................
$63,950
Manufacturing Company:
Total surplus, January 1, 1923........................ $743,787
Deduct surplus at date of purchase of stock by
holding company................................................
500,000
Profits, earned between date of purchase and
January 1, 1923, in excess of dividends.......
243,787
Steel Company:
Total surplus, January 1, 1923........................
448,670
Deduct surplus at date of purchase of stock by
holding company................................................
187,500
Profits, earned between date of purchase and
January I, 1923, in excess of dividends...... $261,170
Holding company’s share......................................
60%

Total consolidated surplus, January 1,1923
Profits for the year ended December 31, 1923:
Dividends on preferred stock of Manufacturing
Company.....................................................
$7,000
Profits applicable to common stock of Manufactur
ing Company:
Less dividends on preferred..........

$464,439

70,000

Profits applicable to common ....
Profits on stock of Steel Company:

Holding company’s share..............

156,702

$407,991

60%

339,462

Total......... ...........................................
$754,453
Excess of Holding Company’s expenses over income
other than on subsidiary stocks.......................
23,335

Total....................................................................................
Deduct: Reserve for inter-company profit in inventories
Dividend declared by holding company.........
Balance, December 31, 1923.............................................

$40,788
375,000

731,118

$1,195,557

415,788

$779,769

We shall next consider the method of preparing a balance-sheet for the hold
ing company on the basis of treating as income the holding company’s propor
tion of the earnings of the subsidiaries, and treating as a deduction from
the carrying value of the investments all dividends declared by the subsid-
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iaries. The holding company should adjust its accounts by making entries as
follows:
Debit the investment account (for each issue of common stock) and credit
surplus for its share of the total earnings of the subsidiary since the date
of purchase of the stock.
Debit surplus and credit the investment account for the dividends re
ceived on the common stock.

But this can not be done because there is no information as to profits and
dividends prior to January 1, 1923. All that is known is the excess of the earn
ings over the dividends; hence the same object which would have been ac
complished by the journal entries indicated above will be accomplished by
debiting the investment account and crediting surplus with the excess of the
holding company’s proportion of subsidiary earnings over the dividends de
clared by the subsidiaries. This is done in the following working papers.
These working papers serve two purposes; in the first place they provide the
adjusted figures for the preparation of a balance-sheet of the holding company
in which the surplus includes all earnings from subsidiaries instead of merely
the dividends; and in the second place they show the method of making the
consolidated balance-sheet when the holding company has taken up all earn
ings.
The holding company’s balance-sheet follows the working papers. The
figures in the consolidated balance-sheet column of the working papers are not
assembled in a balance-sheet as such a balance-sheet would be identical with
the one already shown.

The Holding Company
Balance-sheet—December 31, 1923
ASSETS

Current assets:
Cash............................................................................. $162,240
Notes receivable—The Manufacturing Company..
100,000
Accrued interest receivable.......................................
23,500
Dividends receivable.................................................
217,000
Investments in subsidiaries:
Bonds:
Manufacturing Company, 6%, par value and cost $250,000
Steel Company, 6%, par value $1,000,000; cost
plus amortized discount................................
950,625
Stock:
Manufacturing Company preferred—20% in
terest, 2,000 shares, par value and cost.........
200,000
Manufacturing Company common—100% in
terest, 15,000 shares, par value $1,500,000;
cost plus accumulated earnings.......... ............ 4,301,778
Steel Company common—60% interest, 6,000
shares, par value $600,000; cost plus ac
cumulated earnings...........................................2,618,664
----------Deferred charges:
Prepaid interest..................................................

8,321,067
3,000

$8,826,807
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3 1,19 2 3 ...

$301,778

value :
Capital stock .................
Surplus ...........................
Goodwill.............................

Excess........... $301,778
Adjusted balance ..............
Eliminate present book

Surplus at ac
quisition.. . 500,000

Total ............. $801,778

Add stock
dividend.. . 500,000

$301,778 a

4 ,301 ,778

1,250,000

950,625
162,240

$250,000

$426,603

293,895
1,250,000

293,895

2,500,000

$787,828

$198,985

Adjusted B alance-sheet of the H olding C ompany, I ncluding I ts Share of S ubsidiary
E arnings in S urplus—and Consolidation
December 31, 1923
Manu
Holding Company
C. B. S.
After
facturing
Steel
Before
Adjustments
Adjustment Company Company
Adjustment
Dr.
Cr.

an

Assets
Bonds owned :
The Manufacturing Company $250,000
The Steel Company......
950,625
Cash ...............................................
162,240
Cash— Unexpended proceeds from
bond issue..............................
Capital stock unissued................. 1,250,000
Investments:
Common stock— The Manu
facturing Co.— 100% .... 4,000,000
Adjustment to take up
profits in excess of cash
dividends since acquisi
tion :
Surplus— Dec.

W orking P apers
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$551,940

$801,940

Total .............
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551,940...
Goodwill.................
Preferred stock— The Manu
facturing Co ..........
Notes receivable— The Manufac
turing Co ................................
Accrued interest receivable—
Mfg. Co. bonds.....................
Accrued interest receivable— Steel
Co. bonds........ .....................
Accrued interest receivable— Mfg.
Co. notes ...............................
Prepaid interest............................
Dividends receivable...................
Accounts receivable— customers .
Accounts receivable— Mfg. C o. ..

Excess ........... $614,440
60% thereof .
Adjusted balance .
Eliminate present book
value :
Capital stock .................
Surplus— 60% of

Surplus at ac
quisition.. . 187,500

Add stock div 
idend ..... 250,000

3 1,19 2 3 ...

Common stock— The Steel
Co.— 60% ......................
Adjustment to take up
profits in excess of cash
dividends since acquisi
tion:
Surplus— Dec.

7,500
15,000

1,000
3,000
217,000

7,5oo
15,000
1,000
3,000

217,000

100,000

100,000

2,618,664

200,000

368,664 b

200,000

2,250,000

729,867

537,116
126,721

E

126,721 L

217,000K

1,000 I

15,000J

7,500 I

100,000H

200,000G

331,164 F

600,000

1,266,983

3,000

1,687,500 G
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$9,406,365

Steel
Company
$438,900 $243,047
754,618
308,347
285,298
358,392
49,375
225,044
264,770
73,431
1,037,266
564,549
71,306
50,813
656,105
21,604
8,096
17,512
26,594

Manu
After
facturing
Adjustment Company

$49,375 B

tions

Elimina

187,500

18,750

7,500,000

$1,250,000

185,000
100,000

K
60,000 K1
157,000

200,000 G
600,000 E

1,000,000

of

29,700
44,106

1,601,815
122,119
656,105

225,044
338,201

$681,947
1,062,965
643,690

C. B. S.

28,000
40,000

187,500

18,750

800,000 M
400,000 M

7,500,000

$1,250,000

$13,194,898

r

$1,500,000 C
$1,500,000
$1,000,000

$670,442 ________ $10,076,807 $4,345,882 $3,422,372 $4,650,163

Liabilities
Adjustment totals— forwarded ..
$670,442
Collateral trust notes......................$1,250,000
Capital stock:
Holding Company ........ 7,500,000
Manufacturing Company—
common..........................
Manufacturing Company—
preferred.........................
Steel Company ......................
Accrued interest payable — collat
eral notes...............................
18,750
Dividends payable:
Holding Company ........
187,500
Manufacturing Com pany. ..
Steel Company......................

Machinery and equipment..........
Notes receivable ...........................
New plant site uncompleted........
Office furniture and fixtures........
Prepaid insurance, interest, etc. . .

Land ....................... .......................

Holding Company
Adjustments
Dr.
Cr.

O btain an Adjusted B alance-sheet of the H olding C ompany, I ncluding I ts S hare
Subsidiary E arnings in Surplus— and C onsolidation
December 31, 1923

Before
Adjustment

to

Buildings........................................
Inventory— raw material.............
Inventory— finished and in process
Discount on bonds.......................
Jigs, dies and tools .......................

W orking P apers (Continued)
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...........

pany .......................................
Allowance for doubtful accounts .
Accrued interest, taxes, etc. :
Manufacturing Com pany. ..
Steel Company .............
Bonded debt:
Manufacturing Company ...
Steel Company.............
Notes payable ..................... .........
Reserve for accidents and insur
ance ........................................
Reserve for depreciation..............
Surplus:
Holding Company .......
Adjustments to take up
profits of subsidiaries in
excess of dividends since
acquisition:
Manufacturing Com 
pany .......
Steel Company..............
Reserve for holding com
pany ’s portion of un
realized inter-company
profits in inventories. ..
Adjusted surplus...
Manufacturing Company ...
Steel Company
Reserve for unrealized inter
company profit.....................

Accounts payable .........................
Accounts payable to Steel Com 

$9,406,365

150,11 5

300,000
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a

40,788 c

40,788

779,769

301,778

141,012

28,875

325,000

551,940

64,235

331,164 F

301,778 D

$13,194,898

40,788

220,776 M

779,769 s

28,875
205,247

785,000

250,000 A
1,000,000 1,000,000 B
260,000
100,000 H

15,714

17,974
18,735

8,5001

126,721 L

857,770

15,000 J

33,735

2,500

409,962

$711,230 $711,230 $10,076,807 $4,345,882$3,422,372 $4,650,163

40,788 c

301,7783

368,664 b

300,000

250,000

24,214

126,721
15,474

447,808
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LIABILITIES

Current liabilities:
Notes payable............................................................
Dividends payable.....................................................
Accrued interest.........................................................

$300,000
187,500
18,750
$506,250

Fixed liabilities:
Collateral trust notes, 6%, dated October I, 1923,
secured by pledge of $250,000 par value of bonds
of The Manufacturing Company, $1,000,000 par
value of bonds of The Steel Company, and
$200,000 par value of preferred stock of The
Manufacturing Company.................................
Reserve for inter-company profit in inventories................
Capital:
Capital stock:
Authorized.............................................................. $7,500,000
Less unissued.......................................................... 1,250,000

1,250,000
40,788

Outstanding............................................................ $6,250,000
Surplus...................................................................
779,769 7,029,769
$8,826,807
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